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Abstract: This study examined the trend between entrepreneurship, 
unemployment and economic growth over the period 1981-2011. The study 
adopts secondary data as a source of data. Data for the purpose of this study was 
gleened from CBN Statistical Bulletin and National Bureau of Statistics (NBS) 
in Nigeria. This study made use of descriptive and econometric method of 
analysis. For the descriptive method, tables and/or graphs were used to achieve 
objective one while for the econometric method, Ordinary Least Square (OLS) 
method and Error Correction Model (ECM) was used to achieve objective two. 
The trend analysis showed that the variables are positively sloped which 
indicates that the stationary of the data. The econometric technique adopted 
showed that entrepreneurial activities, investment, and unemployment are 
statistically significant and positively related to economic growth. The result 
from this study also showed that there is a positive relationship between 
unemployment and economic growth. This study therefore recommended that 
developing countries such as Nigeria should create enabling environments for 
entrepreneurial activities which will consequently reduce unemployment while 
increasing both growth and standard of living.  
 





The role of the entrepreneur as an agent 
of economic growth and employment 
generation in the society has gained 
considerable attention both in the 
literature and the policy thrust of well-
developed and developing economies 
(Lauder, Bookcock & Presley, 1994). 
Kemerschen, McKenzie and Nardinelli 
(1986) for example, recognized the vital 
importance of entrepreneurship, by 
calling it the fifth factor of production. 
What makes entrepreneurship 
significant is the ability to create a 
commercial or industrial enterprise, and 
this can be very crucial to the 
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advancement of social progress. The 
creation of small and medium scale 
enterprises and their subsequent 
expansion through successful 
development adds to the productive 
capacity of a nation.  Moreover, it takes 
the growth of successful SMEs to grow 
into large and multinational 
corporations (Sum, Kow, & Chen, 
2004).  
 
Research has shown that small scale 
businesses play crucial roles in the 
economic development of countries 
(Ogundele, 2006). They are more likely 
to employ more workers than their large 
scale counterparts. They complement 
large scale organizations as training 
workshops for skills development of 
industrial workers as well as establish 
forward and backward linkages to 
economic activities in the society. 
Malaysia and Indonesia for example are 
practical examples of countries whose 
spectacular economic development were 
attributed to the rapid development of 
the small and medium scale enterprises. 
Consequently, many countries now see 
small businesses as instrument for 
fighting poverty, unemployment and 
underdevelopment and are paying more 
attention in their economic policies 
toward the development of this class of 
enterprises. Entrepreneurship has been 
characterized as productive and 
unproductive (Baumol, 1993). 
Productive entrepreneurship contributes 
to economic growth while unproductive 
entrepreneurship results in net reduction 
in social income and wealth.  
Unproductive entrepreneurship is 
viewed as the manifestation of rent 
seeking behaviors that add no positive 
value to society. Thus, only when 
entrepreneurship is productive can it 
make positive contribution to a nation’s 
output.  
 
One of the most interesting and 
challenging issues faced by economists 
and other social scientists is the 
relationship between entrepreneurship 
and economic growth. Not all 
economists suggest that the entrepreneur 
plays a main role to explain economic 
growth in the short run and development 
in the long run. For example, while 
Holcombe (1998) concluded that, the 
engine of economic growth is 
entrepreneurship. Hecter (2005) asserts 
that entrepreneurship measured in terms 
of business-ownership is negatively 
related to growth. Also, large literature 
has emerged analyzing the impact of 
entrepreneurship on economic 
performance at the level of the firm or 
establishment. These studies typically 
measure economic performance in terms 
of firm growth and survival (Au-
dretsch, 1995; Caves, 1998; Sutton, 
1997). The compelling stylized facts 
that have emerged from this literature 
are that entrepreneurial activity, 
measured in terms of firm size and age, 
is positively related to growth. No 
systematic study has been conducted to 
examine the implicit contribution of 
entrepreneurs to economic growth and 
development in terms of unemployment 
reduction, which consequently leads to 
poverty eradication.  
 
Today, Nigeria is still confronted with 
dismal economic indices: high 
unemployment and poverty. Despite the 
Nigerian economy’s advertised 
impressive growth rate reportedly about 
8 percent annually in recent times, the 
economic impact of entrepreneurial 
development is relatively low. 
Empirical studies have not been able to 
find strong statistical evidence for the 
relationship between entrepreneurship 
and economic growth/development due 
to the fact that there is no specific 
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measure of entrepreneurship. It is very 
difficult to measure entrepreneurship. 
Entrepreneurship has been measured in 
different countries with a variety of 
measures which includes new firm start 
up, Global Entrepreneurship Monitor 
(GEM), Small and Medium Term 
Enterprises (SMEs), private sector 
productivity, self employment, business 
ownership, Total Entrepreneurial 
activity (TEA) index, etc. and various 
studies employ different measures 
which are bound to produce different 
results. Studies in Nigeria are 
concentrated with entrepreneurship 
development taking unemployment 
reduction into consideration without 
necessarily investigating the impact of 
entrepreneurial activities on the growth 
of the economy. This study therefore 
aims at empirically analyzing the 
relationship between entrepreneurship 
in Nigeria and the growth of the 
Nigerian economy using the industrial 
component of GDP as a proxy for 
entrepreneurship and at the same time, 
analyze the relationship between  
entrepreneurship, unemployment and 
economic growth in Nigeria. The rest of 
this study is organized in four (4) 
different parts. Section 2 critically 
reviews literatures on entrepreneurship, 
unemployment and economic growth. 
The method employed in examining the 
research objectives is provided in 
section 3 while the result of the data 
obtained and analyzed from CBN 
statistical bulletin is provided in section 
4 of this study. Conclusion and 
recommendations are provided in 
section 5 of this research study.  
 
2.0 Literature Review 
2.1 The Concept of Entrepreneurship 
A major barrier to measuring 
entrepreneurship is the lack of a 
consensus as to its meaning. As 
renowned economist Baumol (1993) has 
written, the entrepreneur is “at once one 
of the most intriguing and one of the 
most elusive characters that constitute 
the subject of economic analysis”. 
However, if we cannot define 
entrepreneurship, then it will be 
virtually impossible to measure it. There 
are several reasons why researchers 
have had a difficult time defining 
entrepreneurship. First, there is no 
agreement on whether entrepreneurship 
is a characteristic of people - the so-
called “captains of industry” or whether 
it is a process. Second, since 
entrepreneurial activity often overlaps 
with other business activities, such as 
management, it is difficult to isolate 
when and where it actually happens. 
Third, entrepreneurship can occur in 
numerous organizational forms, 
including new small businesses, 
divisions within firms, and even non-
profit organizations. Fourth, there is 
disagreement on whether 
entrepreneurship should be defined by 
the characteristics of entrepreneurs, how 
they make their decisions, or how they 
create opportunities (Alvarez, 2005). 
 
The combination of these factors has 
left researchers without a clear 
understanding of entrepreneurship and, 
thus, little ability to develop a 
comprehensive measure. As Scott, 
Shane and Venkataraman (2000) 
explain, “For a field of social science to 
have usefulness, it must have a 
conceptual framework that explains and 
predicts a set of empirical phenomena 
not explained or predicted by 
conceptual frameworks already in 
existence in other fields. To date, the 
phenomenon of entrepreneurship has 
lacked such a conceptual framework”. A 
French economist, Jean Baptiste Say, 
demonstrated the entrepreneurial 
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function as comprising of supervision, 
coordination and decision making. From 
the start of the nineteenth century till 
mid twentieth century, Alfred Marshall 
performed a crucial role in creating 
neoclassical economic thoughts of 
entrepreneurship. Even though Marshall 
understood the vital role of an 
entrepreneur he did not clearly define 
the functions of an entrepreneur, 
however he came up with 
entrepreneurial roles such as 
arbitrageur, innovator and coordinator. 
 
Schmitz presents a model in which 
entrepreneurial activity is a key 
determinant of productivity growth. In 
his model Schmitz focuses in particular 
on the role of imitative activities of 
entrepreneurs in economic growth. This 
focus is motivated by the growth 
experience of numerous economies, 
suggesting that it is less the innovating 
entrepreneur (Schumpeter) than the 
imitating entrepreneur who contributes 
to growth. Imitating entrepreneurs are 
entrepreneurs who imitate existing 
activities and put them into practice, 
thereby often creating knowledge 
through a process that Schmitz 
characterizes as learning by 
implementing (Schmitz, 1989). The 
development of the endogenous growth 
theory by Peter Drucker has also 
contributed to understanding the 
concept of entrepreneur. This theory has 
developed new possibilities for 
combining innovation and 
entrepreneurship into macro economic 
growth models. Nevertheless, within 
endogenous growth theory the concept 
of entrepreneurship has remained 
explicit because the theory provides 
insight to the fundamental environment 
of entrepreneurial activity and its 
relation to innovation as well as capital 
formation. 
 
The modern neoclassical economists 
have contributed greatly to 
entrepreneurship research. Neoclassical 
economists such as Mark Casson, Israel 
Kirzner and William Baumol follow the 
practices of neo- Austrian school; 
Kirzner describes the entrepreneur as an 
individual who is `alert to opportunities 
which are profitable' in his book, 
Entrepreneurship and Competition 
(1973), the entrepreneur does not bear 
risk or uncertainty and he does not take 
the role of manager or coordinator in the 
production process. 
 
In Krugman’s analysis, the entrepreneur 
is the focal point of social economic 
development and the entrepreneur takes 
the role of a social economic leader 
(Krugman, 1995). It's worth noting that 
Krugman (1995) sharply distinguishes 
his perception of the functions of 
entrepreneurs from Neoclassic-
Marshallian theories. Krugman's 
entrepreneur performs the role of a 
revolutionary who develops new 
production methods and functions. In 
addition, he argues that entrepreneurs 
cause disequilibrium which lead to 
creative distruction especially in 
capitalistic economies (Krugman, 
1995). Krugman (1995) also argues that 
since the entrepreneur fuels economic 
progress, particularly in capitalist 
systems it's an indicator that monopolies 
out to be encouraged in leading new 
innovations. 
 
Research works on entrepreneurship is 
traceable to scholars as Richard 
Cantillon and Jean Baptiste Say; who in 
their attempts provide working 
definitions (Binks & Vale, 1990; Phuc, 
2000; Kanothi, 2009). Other theorist 
attempt at conceptualizing 
entrepreneurship include Knight in 
1921, Binks and Vale (1990), Kanothi, 
2009, Tijani-Alawiye (2004) include 
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(Minniti & Lévesque, 2008; Kanothi, 
2009).  
2.3.2 The Concept of Unemployment 
Every economy is characterized by both 
active and inactive populations. The 
economically active refers to population 
willing and able to work, and include 
those actively engaged in the production 
of goods and services and those who are 
unemployed. According to Fajana 
(2000), unemployment refers to a 
situation where people who are willing 
and capable of working are unable to 
find suitable paid employment. It is one 
of the macro-economic problems which 
every responsible government is 
expected to monitor and regulate. The 
higher the unemployment rate in an 
economy the higher would be the 
poverty level and associated welfare 
challenges. Fajana (2000) and Alao 
(2005), identify the following types of 
unemployment.  
 Structural unemployment occurs 
when there is a change in the 
structure of an industry or the 
economic activities of the 
country. It is mostly found in the 
developing countries of Asia and 
Africa. This type of 
unemployment is due to the 
deficiency of capital resources in 
relation to their demand. In other 
words, structural unemployment 
results from a mismatch between 
the demand for labour, and the 
ability of the workers.  
 Frictional Unemployment is 
caused by industrial friction in 
which jobs may exist, yet the 
workers may be unable to fill 
them either because they do not 
possess the necessary skill, or 
because they are not aware of the 
existence of such jobs. 
 Seasonal Unemployment is due 
to seasonal variations in the 
activities of particular industries 
caused by climatic changes, 
changes in fashions or by the 
inherent nature of such 
industries. In the tropical region, 
ice factories are less active in 
rainy season because demand for 
ice is low. Seasonal-oriented 
industries are bound to give rise 
to seasonal unemployment.  
 Cyclical Unemployment also 
known as Keynesian 
unemployment or the demand 
deficient unemployment is due to 
the operation of the business 
cycle. This arises at a time when 
the aggregate effective 
community demand becomes 
deficient in relation to the 
productive capacity of the 
country. Cyclical or Keynesian 
unemployment is characterized 
by an economy wide shortage of 
jobs and last as long as the 
cyclical depression lasts.  
 Residual Unemployment is 
caused by personal factors such 
as old age, physical or mental 
disability, poor work attitudes 
and inadequate training.  
 Technological Unemployment is 
caused by changes in the 
techniques of production. 
Technological changes are taking 
place constantly, leading to the 
increased mechanization of the 
production process. This 
naturally results in the 
displacement of labour and 
finally causing unemployment. 
 
2.3.3 Concept of Economic 
Development/Growth 
The World Development Report, 
annually published for the World Bank, 
classifies the countries of the world into 
two broad categories - developing 
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countries and industrialized countries. 
The developing countries are variously 
called less-developed, under-developed, 
low-income and middle-income 
countries etc. However, recent 
classifications are in three broad 
categories: low-income, middle-income 
and high-income economies. 
Using 1992 GNP figures, the low-
income economies are those with a GNP 
per capita of US$675 or less; middle-
income economies are those with a GNP 
per capita of $675 but less than $8,356. 
Paris (1960) related economic 
development concept to the common 
person and family who want higher 
standard of living i.e. better and more 
varied diet, better and more clothes, 
better housing, better education for his 
children, more opportunities to travel 
and enjoy themselves; in general more 
of the necessities, comforts and 
amenities of life. In the past, 
“economic-development” has been used 
as a synonym for “economic growth: in 
this wise, “development” has 
traditionally meant the capacity of the 
national economy to generate and 
sustain an annual increase in its gross 
domestic product (GDP) of 5% to 7% or 
more. 
 
Also economic development in the past 
has been typically seen in terms of the 
planned or realized alteration of the 
structure of production and employment 
so that agriculture share of both 
declines, whereas that of manufacturing 
(particularly) and service industry 
increases. This development strategies 
have focused more on rapid 
industrialization. Unfortunately, this 
type of development in the 1950s and 
1960s and recently for developing 
countries like Nigeria in the 1960s and 
1970s only had marginal, if any, effects 
on the masses in terms of jobs and the 
distribution of income and social 
benefits of growth. In Nigeria, for 
example, while manufacturing growth 
rate was 14.1% employment growth rate 
was only 5.3% during the period. Many 
research findings have also, confirmed 
that the economic growth achieved in 
the 1960s to mid-1980s did not solve 
nor mitigate significantly the perennial 
problems of poverty, unemployment 
and income distribution (Fatunla, 1978; 
Uniamikogbo, 1997). The evidence of 
the 1950s to1970s when many 
developing economies achieved overall 
growth targets but the living standards 
of the masses of the people remained 
mostly unchanged or even worsened 
signaled that something was wrong with 
the narrow definition of development. 
Consequently economists “dethroned” 
GNP as a measure of development. By 
the 1970s economic development was 
re-defined in terms of reduction or 
elimination of poverty, unemployment 
and income inequality within the 
context of a growing economy. Dudley 
Since posited that when all three of 
these have declined from high levels, 
then there has been a period of 
development for the country concerned. 
If one or two of these have been 
growing worse, especially if the entire 
three have, it would be strange to call 
the result development even if per capita 
income doubled. 
 
2.4 Review of Empirical Literatures 
There are various strands in the 
empirical literature on entrepreneurship 
and economic development using 
different measures of entrepreneurial 
activity. For instance, while one strand 
of empirical studies measures 
entrepreneurship in terms of the relative 
share of economic activity accounted 
for by small firms, other studies use data 
on self- employment, the number of 
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market participants (competition) or 
firm start - ups as an indicator of 
entrepreneurial activities (Carree & 
Thurik, 2002; OECD,1998). Together 
with recent studies on OECD countries, 
the analyses of the Global 
Entrepreneurship Monitor (GEM) 
represent one of the most important 
sources for statistical analysis of the 
links between entrepreneurial activity 
and economic development. The GEM 
is a research programme launched in 
1999 that provides annual assessments 
of the national level of entrepreneurship. 
GEM analyses are based on a 
harmonized assessment of the level of 
national entrepreneurial activity for all 
participating countries and represent one 
of the rare sources of data on 
entrepreneurship conducive to cross-
country comparison. The GEM 
measures national entrepreneurial 
activity as the share of people among a 
country's labour force who are either 
actively involved in starting a new 
venture and/or manage a business less 
than 42 months old.  
 
The  Global  Entrepreneurship  Monitor, 
a  research program  aimed  at assessing  
the  national  level  of  entrepreneurial  
activity  in  selected countries,  
conducted  an  entrepreneurship  and 
economic  growth study on 48 countries 
in 2008 (Global Entrepreneurship 
Monitor, 2008 Executive report). 
According to the study, the economic 
growth of a country is directly 
correlated to its level of entrepreneurial 
activity. In particular, there is a high 
correlation between economic growth 
and entrepreneurial activity in 
industrialized countries. For instance,  
the American  economy  is  well  known  
for its flexibility, adaptability, and 
grasping  of  opportunity  partly  
because  of  a  prevalence  of 
entrepreneurial  culture  in the  United  
States.  According  to  the  report, 
Countries  that  are  able  to  replenish  
the  stock  of  businesses  and  jobs and 
have  the  capacity  to  accommodate 
volatility  and turbulence  in  the 
entrepreneurial   sector    are    best 
placed to compete  effectively. 
Entrepreneurs therefore  play  a  key  
role  in  addressing  poverty  through 
their  contributions  to  economic  
advancement   and  social 
empowerment. 
 
In one of its report (2002), the GEM 
shows that the national level of 
entrepreneurial activity has a 
statistically significant association with 
subsequent levels of economic growth. 
GEM data also suggests that there are 
no countries with high levels of 
entrepreneurship and low levels of 
economic growth (Reynolds, Bosma, 
Autio, Hunt, De Bono, Servais, Lopez-
Garcia & Chin, 2005). Until now, the 
GEM data have had to be viewed with 
caution. It can, however, be assumed 
that an analysis of more countries over a 
longer period of time will accumulate 
evidence of a positive link between high 
rates of entrepreneurship and economic 
growth.  
 
This assumption is supported by a 
variety of other empirical studies using 
different indicators of entrepreneurial 
activity. Nickell (1996) and Nickell, 
Nicolitsas and Dry-den (1997) examine, 
for instance, the effect of market 
competition, measured as an increase in 
the number of competitors in relation to 
the development of companies' 
productivity performance. An increase 
in the number of competitors is a 
possible measure of entrepreneurship, 
since the introduction of a new product 
or the start- up of a new firm is an 
entrepreneurial act. Using data from 
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around 600 UK manufacturing firms 
from the periods 1972 –86 and 1982–
94, the authors find evidence that 
competition, or an increase in the 
number of competitors, has a positive 
impact on total factor productivity 
growth. 
 
Caree and Thurik (1998), who examine 
how the share of small firms affects 
subsequent industry output growth, have 
likewise established positive effects 
between this measure of 
entrepreneurship and growth. Basing 
their study on a sample of 14 
manufacturing industries in 13 
European countries, the authors 
investigated whether or not a higher 
share of small business at the beginning 
of the 1990s led to higher output growth 
in subsequent years in European 
manufacturing. The results of their 
study indicate that industries with a high 
share of small enterprises relative to the 
same industries in other countries 
performed better in terms of output 
growth during the subsequent 3 -4 
years. 
 
3.0 Methodology  
This study will make use of secondary 
source of data and the information on 
the variables used (GDP, industrial 
component of GDP, and gross fixed 
capital formation (GFCF) is obtained 
from the CBN Statistical Bulletin from 
the period of 1981 to 2011 (which is a 
period of thirty years). Unemployment 
rate on the other hand will be obtained 
from the National Bureau of Statistics 
(NBS) in Nigeria. This study will make 
use of descriptive and econometric 
method of analysis. The descriptive 
method will make use of tables and/or 
graphs to achieve objective (1) above 
while Ordinary Least Square (OLS) 
method and Error Correction Model 
(ECM) will be used to achieve objective 
(2) above. Before the OLS method is 
implemented, a unit root test will be 
carried out to test if the variables are 
stationary or not with the use of 
Augmented Dickey Fuller (ADF) test or 
Phillips Perron unit root test, whichever 
is best. Before the ECM test, a residual 
stationarity test will be conducted to 
show the stationarity of the long run 
regression estimates (OLS estimates). 
 
3.1 Model Specification 
This study will adopt the model stated 
below: 
Y = F (ENT, INV, UM) ……………… (2) 
Where:  
Y = Economic Growth 
ENT = Entrepreneurship 
INV = Capital Investment 
UM = Unemployment Rate 
Given that Y= GDP, ENT= GDPIND, 
and INV= GFCF,  
GDP = F (GDPIND, GFCF, UM) ………(3) 
Where: 
GDP = Gross Domestic Product (GDP 
at current basic prices (₦’ million) 
GDPIND = Entrepreneurship (industrial 
component of GDP at current basic 
prices (₦’ million) 
UM = Unemployment Rate  
GFCF = Capital Investment (proxy by 
the Gross Fixed Capital Formation at 
current purchaser’s price (₦’ million) 
In the model above, investment is 
present to serve as a control variable. 
Finding the log of both sides, 
In Y = β0 + β1 In GDPIND + β2 In GFCF - 
β3 UM + μ……………………………. (4) 
When Y = GDP 
In GDP = β0 + β1 In GDPIND + β2 In 
GFCF - β3 UM + μ ……………………(5) 
 GDP = β0 + β1 In GDPIND + β2 In GFCF 
- β3 UM + μ …………………………... (6) 
To estimate the short run relationship 
between the variables, equation (5) will 
be written as: 
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∆logGDP=β0  
Where: 
β0 = the slope of the entire model 
β1 = the slope of entrepreneurship 
(GDPIND) 
β2 = the slope of capital investment 
(GFCF) 
β3 = the slope of unemployment (UM) 
ECT = is the error correction term of the 
short run equation. 
 μ = the error term (a surrogate for all 
the variables that collectively affect Y 
but that are not included in the model). 
From the model stated above, the a 
priori expectations are β1 > 0, β2 > 0, 
β3 < 0. This implies that 
entrepreneurship and investment have a 
positive impact on economic growth, 
and unemployment is negatively related 
to economic growth. 
 
3.2 Measurement of Variables  
In this study, GDP will be used to proxy 
economic growth and is measured at 
current basic prices (₦’ million); the 
industrial component of GDP 
(GDPIND) will be used as a proxy for 
entrepreneurship which is adopted from 
the work of Oladele, Akeke, and 
Oladunjoye, (2011) and it is measured 
at current basic prices (₦’ million). 
Gross fixed capital formation (GFCF) 
will be used to proxy capital investment 
and it will be measured at current 
purchaser’s price (₦’ million).  
 
4.0 Results 
Two main objectives were stated for the 
purpose of this study. These objectives 
include: 
1. To determine the trend of 
entrepreneurship, unemployment and 
economic growth in Nigeria? 
2. To determine the relationship 
between entrepreneurship, 
unemployment and economic growth 
in Nigeria. 
To achieve objective one, trend analysis 
would be carried out. This would help to 
determine the trend of entrepreneurship, 
unemployment and economic growth in 
Nigeria. To achieve objective two on 
the other hand, a statistical technique 
known as the Ordinary Least Square 
method would be adopted.  
 
4.1 Trend Analysis 
This section seeks to achieve objective 
one (1), which is to determine the trend 
of entrepreneurship, unemployment and 
economic growth in Nigeria. In this 
section, the trend for economic growth 
rate (GRGDP), entrepreneurship (proxy 
by the growth rate of the industrial 
component of GDP (GRGDPIND) and 
unemployment will all be presented 
individually. 
 
Fig. 1: trend of GRGDP from 1981 to 2011. 
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          Source: Author’s computation (2017) 
          Where GRGDP is the growth rate of GDP. 
 
 




















          Source: Author’s computation (2017) 
 
 
The graph above shows that the growth 
rate of GDP has been increasing over 
time, though not at a steady pace. In the 
year 1995, there was a significantly high 
increase in and in 1999, there was a 
sharp decrease in 2000 to 2001 after 
which there was a significant increase in 
2002. In the years 2003 to 2009, there 
was a decrease in the growth rate of 
GDP.  The graph revealed a fluctuating 
movement in GDP over time.  The fact 
that the growth rate of GDP is 
unsteadily sloped indicates the non-
stationarity of the data which would be 
tested with a unit root test instrument. 
 
The diagram above presents a positive 
slope and a positive intercept. It shows 
an unstable trend in unemployment. 
There was a sharp increase in 
unemployment rate in 1983, it dropped 
slightly in 1984 and slightly increased 
again in 1985 and decreased in 1986 
until 1990 and 1992. It increased in 
1994 till 2000 where there was a sharp 
increase that continued till 2011, though 
was not stable. 
 
4.2 Empirical Analysis 
This section seeks to achieve objective 
two (2) above which is to determine the 
relationship between entrepreneurship, 
unemployment and economic 
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4.2.1 Unit Root Test 
Phillips – Perron Unit Root Test 
 





 Difference Status 
LGDP -0.335338 -4.625401 NIL I(1) 
LGDPIND -0.301119 -6.292517 NIL I(1) 
UM 0.584004 -5.703322 NIL I(1) 
LGFCF 0.820614 -4.098747 NIL I(1) 
 
      Source: Author’s computation (2017) 
 
Using the ADF method, the variables 
are not stationary at level, GDPIND and 
GFCF are stationary at first difference, 
while GDP and UM are stationary at 
second difference. 
 
In table 1 using Phillips Perron method, 
all the variables are not stationary at 
level but they are all stationary at first 
difference. This study will adopt this 
method because this result is a more 
stable result and it shows a possibility of 
the variables having a long run 
relationship. Thus, to achieve the 
second objective above, this study will 
carry out a co-integration test to check 
the long run relationship between the 
variables and to obtain the normalized 
estimates of the variables. 
 
4.2.2 Co integration Test 
Since the variables are all in I(1) series 
(that is, integrated at first order), it 
becomes important to check if the 
variables are co integrated in the long 




Series: LGDP LGDPIND UM LGFCF  
Lags interval: 1 to 1 
Series: LGDP LGDPIND UM LGFCF  
Lags interval: 1 to 1 
 Likelihood 5 Percent 1 Percent Hypothesized 
Eigen value Ratio Critical Value Critical Value No. of CE(s) 
 0.623861  49.43552  47.21  54.46       None * 
 0.419850  21.07938  29.68  35.65    At most 1 
 0.160067  5.289815  15.41  20.04    At most 2 
 0.007942  0.231239   3.76   6.65    At most 3 
 
Source: Author’s computation (2017) 
*(**) denotes rejection of the hypothesis at 5%(1%) significance level 





The test shows that there is the presence 
of one cointegration equation, thus, the 
regression result will not be spurious. 
 
4.2.3 Long Run Regression Estimates 
This is to show the pattern of 
relationship that exist between the 
independent variables and the dependent 
variable in the long run. This test is 
adopted so as to obtain the residual 
stationarity test which will aid the use of 
the error correction model, in order to 
determine the speed and mechanism of 
adjustment of any disequilibrum 
between the long run and the short run 
situations. 
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 Tab. 3 
Variable Coefficient Std. Error t-Statistic Prob.   
LGDPIND 0.814186 0.072106 11.29150 0.0000 
LGFCF 0.128036 0.098918 1.294367 0.2065 
UM 0.015491 0.007746 1.999825 0.0557 
C 1.790431 0.284613 6.290763 0.0000 
R-squared 0.996381     Mean dependent var 14.14192 
Adjusted R-squared 0.995979     S.D. dependent var 2.278628 
S.E. of regression 0.144496     Akaike info criterion -0.911219 
Sum squared resid 0.563733     Schwarz criterion -0.726189 
 Log likelihood 18.12390     F-statistic 2477.777 
Durbin-Watson stat 1.173392     Prob(F-statistic) 0.000000 
 Source: Source: Author’s computation (2017) 
From the table above, the explanatory 
power of the model explains about 99 
percent (%) of the total variations in 
economic activities which is represented 
by the GDP, the dependent variable. 
That is 99 percent (%) of the variations 
in GDP are explained by the 
independent variables (LGDPIND, UM, 
LGFCF). This implies that about 1 
percent (%) of the variations in LGDP is 
captured by the error term or 
disturbance variable, and also indicates 
that the model has a high goodness of fit 
(that is, the better the model explains the 
behaviours of the regressands) which is 
evident in the value of the adjusted R-
squared (the coefficient of 
determination). The F – statistics shows 
that the model equation is statistically 
significant at one percent (1%) level of 
significance and this means that the 
model is reliable and can predict the 
future. The Durbin-Watson statistic 
shows a possibility of positive serial 
autocorrelation (< 2) in the model. The 
coefficient of LGDPIND (log value of 
the industrial production component of 
GDP which is a proxy for 
entrepreneurship) is positively signed 
and statistically significant at one 
percent (1%) level of significance. This 
indicates that there exist a positive 
relationship between LGDPIND and 
GDP and that with the influences of UM 
and LGFCF held constant, a 1% 
increase or decrease in industrial 
productivity will consequently lead to a 
0.8% increase or decrease in economic 
growth (GDP) respectively. The 
coefficient of LGFCF (log value of the 
gross fixed capital formation which is a 
proxy for capital investment) is 
positively signed and statistically 
insignificant at ten percent (10%) level 
of significance, indicating a positive 
relationship between LGDP and 
LGFCF. This means that holding the 
influences of LGDPIND and UM 
constant, a one percent (1%) increase or 
decrease in LGFCF will lead to a 0.1% 
increase or decrease in LGDP 
respectively. The coefficient of UM 
(which represents unemployment rate) 
is positively signed and statistically 
significant at five percent (5%) level of 
significance showing a positive 
relationship between UM and LGDP. 
That is, if UM increases or decreases by 
one percent (1%), holding the influences 
of other exogenous variables in the 
model constant, LGDP will increase or 
decrease respectively by 0.02%.  This 
implies that unemployment is positively 
related to economic growth. This result 
shows that economic growth is not 
linked to the total labour force, rather, it 
is linked to the productivity of labour. 
That is, labour productivity determines 
    41 
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economic growth. Given improved 
working conditions through better 
remuneration and training (incentives 
that enhances labour productivity), 
production will increase. Therefore, 
despite the fact that there’s high rate of 
unemployment in the country, the 
number of people that are gainfully 
employed contribute significantly to the 
nation’s growth through increased 
productivity brought about by better 
working conditions, while those that are 
unemployed contribute indirectly o 
growth by engaging in entrepreneurial 
activities. 
 
4.2.4 Error Correction Model 
This model shows the speed of 
adjustment between the long run and the 
short run models. It directly estimates 
the speed at which the dependent 
variable (LGDP) returns to equilibrium 
after a change in the independent 
variables (LGDPIND, UM, LGFCF). It 
is adopted because the variables used 
for this study are not stationary at level 
but at first difference, therefore, this test 
will correct for any misappropriations in 
the unit root test.  To specify this model, 
this study will make use of the over 
parameterized error correction model 
and the parsimonious error correction 
model which its use is dependent on the 
result obtained from the over 
parameterized model. The over 
parameterized model will specify each 
variable in three (3) lags in this study 
and the significance level will be at five 
percent(5%) level of significance. The 
parsimonious model will be derived by 
continuously (in every subsequent result 
obtained) deleting the highest 
insignificant variables from the over 
parameterized model result until the 





Dependent Variable: D(LOG(GDP)) 
Method: Least Squares 
Date: 04/29/13   Time: 14:38 
Sample(adjusted): 1985 2011 
Included observations: 27 after adjusting endpoints 
Variable Coefficient Std. Error t-Statistic Prob.   
ECM(-1) -0.455272 0.158000 -2.881466 0.0109 
C 0.120048 0.033507 3.582831 0.0025 
D(LOG(GDP(-1))) 0.882167 0.242102 3.643780 0.0022 
D(LOG(GDP(-2))) -0.231064 0.110566 -2.089836 0.0530 
D(LOG(GDPIND)) 0.408206 0.049038 8.324226 0.0000 
D(LOG(GDPIND(-1))) -0.416309 0.123728 -3.364706 0.0039 
D(UM(-2)) -0.016829 0.007145 -2.355198 0.0316 
D(UM(-3)) 0.013887 0.007269 1.910377 0.0742 
D(LOG(GFCF(-1))) -0.147012 0.079623 -1.846340 0.0834 
D(LOG(GFCF(-2))) 0.116376 0.072683 1.601139 0.1289 
D(LOG(GFCF(-3))) -0.097564 0.066780 -1.460978 0.1634 
R-squared 0.916347     Mean dependent var 0.238712 
Adjusted R-squared 0.864064     S.D. dependent var 0.179705 
S.E. of regression 0.066256     Akaike info criterion -2.299006 
Sum squared resid 0.070238     Schwarz criterion -1.771072 
Log likelihood 42.03658     F-statistic 17.52666 
Durbin-Watson stat 2.287547     Prob(F-statistic) 0.000001 
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        Source: Author’s computation (2017) 
 
From the above table, it can be seen that 
the error correction term is negatively 
signed and statistically significant at 
five percent (5%) level of significance. 
The Adjusted R-squared is quite high 
and statistically significant, indicating 
that about 86 percent (%) of the total 
variations in GDP, the dependent 
variable, is explained by the model 
(independent variables – LGDPIND, 
LGFCF, UM). There is also a possibility 
of a negative autocorrelation (> 2) 
shown by the Durbin Watson statistics. 
The F-statistics is significant at one 
percent (1%) level of significance. It is 
also evident that some variables are 
absent when compared with the over 
parameterized model in table 4.2.4.1 
above. This is due to the elimination 
process in obtaining the parsimonious 
model. These variables include; log 
GDP at 3rd lag, log GDPIND at 2nd lag, 
log GDPIND at 3rd lag, UM without a 
lag value, UM at 1st lag, and log GFCF 
without a lag value. As a result of the 
elimination of these highest 
insignificant values of the respective 
results, the table above (4.2.5.2) was 
arrived at. Log GDP at 1st lag is 
positively signed and statistically 
significant at one  percent (1%), log 
GDP at 2nd lag is negatively signed and 
statistically significant at ten percent 
(10%), log GDPIND without lag is 
positively signed and statistically 
significant at one percent (1%), log 
GDPIND at 1st lag is negatively signed 
and statistically significant at one 
percent (1%), UM at 2nd and 3rd lag are 
negatively and positively signed 
respectively, and statistically significant 
at five and ten percent (%) respectively. 
Log GFCF at 1st, 2nd and 3rd   lag have 
a negatively, positively and negatively 
signed coefficient respectively, and are 
statistically significant at ten percent 
(10%) level of significance. Where the 
lags represents number of years, this 
result simply means that it will take the 
particular number of lags (years) for 
changes in that variable to have an 
effect on economic growth (GDP). 
From example, from the above result, 
log GDP at 1st lag is statistically 
significant at one percent and this means 
that the GDP value of the previous year 
has an effect on the GDP value if the 
present year. Also, for log GDPIND at 
1st lag, it means that it will take a year 
for policies or changes in the industrial 
component of GDP to have a noticeable 
impact on GDP.  
 
It can also be deduced from the above 
table that a 1% increase in GDPIND, 
which represents the industrial 
component of GDP and is a proxy for 
entrepreneurship, will cause a 0.4% 
increase in the GDP. That is, a 1% 
increase in entrepreneurial activities in 
Nigeria will cause a 0.4% increase in 
the GDP of Nigeria. Also, a 0.4% 
decrease in entrepreneurial activities in 
Nigeria will cause a 1% decrease in the 
GDP of Nigeria. 
 
5.0  Conclusion and 
Recommendations 
5.1 Conclusion  
From this study, it can be deduced that 
there is a positive relationship between 
entrepreneurial activities and economic 
growth, that is, an increase in 
entrepreneurial activities which is here 
represented by the industrial 
productivity component of GDP will 
lead to a corresponding increase in the 
growth of the economy here represented 
by GDP and vice versa. The result also 
showed a positive relationship between 
capital investments, which is proxy by 
Gross fixed capital formation (LGFCF). 
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This shows that an increase or decrease 
in the stock of capital investment will 
lead to a corresponding increase and 
decrease in production, thereby 
affecting economic growth. The result 
from this study shows a positive 
relationship between unemployment and 
economic growth as opposed to the 
theoretical Apriori expectation which 
holds that high employment rate is 
positively related to economic growth 
while unemployment rate is negatively 
related to economic growth. When there 
is high unemployment rate, it implies a 
low employment rate. But in this 
study’s result, there exist a positive 
relationship between unemployment and 
economic growth showing that 
economic growth is not linked to the 
total labour force, but to labour 
productivity, given improved working 
conditions in Nigeria. 
 
5.3 Recommendation  
From the above result, this study 
therefore recommends that developing 
economies such as Nigeria, should aim 
to attain, achieve and sustain high levels 
of development in its entrepreneurial 
sector by empowering its active labour 
force through skill acquisition, rewards 
for excellence in specific fields of 
endeavours, financial empowerment 
through government transfer payments 
to citizens, etc. This step is presumed to 
increase economic growth and reduce 
the rate of unemployment, thus, 
improving the standard and quality of 
life of the citizens through increased 
choice availability which consequently 
increases consumption levels. 
 
References 
Alao, O. (2005). Principles of 
economics: Macro. Darkol Press 
and Publishers, Isolo, Lagos. 
Alvarez, S. (2005). Theories of 
entrepreneurship: Alternative 
assumptions and the study of 
entrepreneurial action. Foundations 
and Trends in Entrepreneurship, 
1(3): 105–148. 
Audretsch, D. (1995). Innovation and 
industry evolution, Cambridge, 
Mass.: MIT Press. 
Audretsch D. & Acs Z. (2000). (Eds.), 
Handbook of entrepreneurship. 
Kluwer Academic Publishers: 
Boston.  
Audretsch, D., Carree, M. & Thurik, A. 
(2002). Does entrepreneurship 
reduce unemployment? Tinbergen 
Institute Discussion Paper, 074/3, 1-
15. 
Audretsch, D. & Michael, F. (1994). 
The geography of firm births in 
Germany. Regional Studies, 28(4), 
July, 359-365. 
Audretsch, D. & Thurik, R. (2001).  
Linking entrepreneurship to growth. 
Paris. OECD Directorate for 
Science, Technology and Industry 
Working Papers. 
Baumol, W. (1990). Entrepreneurship: 
productive, unproductive and 
destructive. Journal of Political 
Economy, 98: 893–921. 
Baumol, W. (1992). Formal 
entrepreneurship theory in 
economics: Existence and bounds. 
Journal of Business Venturing, 8(3): 
197-211. 
Binks, M. & Vale, P. (1990). 
Entrepreneurship and economic 
change. London: McGraw Hill 
Carree, M. & Thurik, A. (2000). The 
impact of entrepreneurship on 
economic growth. 
Carree, M., Stel, V., Thurik, R, & 
Wennekers S. (2002). Economic 
development and business 
  44 
 
Ajibola Akinyemi, et al                                                                                        CJoE Special Edition (2018) 1(1) 30-46 
                  
ownership: an analysis using data of 
23 OECD countries in the Period 
1976–1996. Small Business 
Economics, 19(3): 271-290. 
Caves, R. (1998). Industrial 
organization and new findings on 
the turnover and mobility of firms. 
Journal of Economic Literature, 
36(4):1947-1982. 
Fajana, S. (2000). Functioning of the 
Nigerian labour market. Labonfin 
and Company, Lagos. 
GEM (1999, 2000, 2001, 2008). 
Summary Report. Global 
Entrepreneurship Monitor. 
Holcombe, R. (1998). Entrepreneurship 
and economic growth. The 
Quarterly Journal of Austrian 
Economics, 1(2): 45-62. 
Kanothi, R. (2009). The dynamics of 
entrepreneurship in ICT: Case of 
mobile phones downstream services 
in Kenya. Institute of Social 
Science, The Netherlands, Working 
Paper, No. 466.  
Kemerschen, D., McKenzie, R. & 
Nardinelli C. (1986). 
Macroeconomics (2nd ed.). Boston, 
Houghton miffin Company. 
Knight, F. (1942). Profit and 
entrepreneurial functions. The 
Journal of Economic History, 2 
(Supplement, December), 126–132. 
Krugman, P. (n.d) Cycles of 
conventional wisdom on economic 
development. International Affairs, 
71(4):717-732. 
Lauder, D., Bookcock, G. & Presley, J. 
(1994). The system of support for 
SMEs in the UK and Germany. 
European Business Review, 94, 14. 
Minniti, M. (2008). The role of 
government policy on 
entrepreneurial activity: Productive, 
unproductive, or destructive?  
Entrepreneurship: Theory & 
Practice, 32(5): 779-90. 
Minniti, M. & Lévesque, M. (2008). 
Recent developments in the 
economics of entrepreneurship. 
Journal of Business Venturing 23: 
603-612. 
Nickell, S. (1996). Competition and 
corporate performance, Journal of 
Political Economy, 104: 724-746. 
Nickell, S., Nicolitsas P. & Dryden, N. 
(1997). What makes firms perform 
well? European Economic Review, 
41, 783-796. 
OECD (1998), Fostering 
Entrepreneurship, Paris. 
Ogundele, O. (2006). Entrepreneurship 
studies and development in Nigeria; 
A Major Omission. Lagos. Journal 
of Entrepreneurship and 
Technology, 1(I) 
Oladele P., Akeke, N. & Oladunjoye, O. 
(2011). Entrepreneurship 
development: A panacea of 
unemployment reduction in Nigeria. 
Journal of Emerging Trends in 
Economics and Management 
Sciences (JETEMS), 2 (4): 251-256 
Reynolds, P., Bosma, N., Autio, E., 
Hunt, S., De Bono, N., Servais, I., 
Lopez-Garcia P. & Chin N. (2005). 
Global entrepreneurship monitor: 
Data collection design and 
implementation 1998-2003. Small 
Business Economics, 24(3): 205-
231. 
Reynolds, P., Miller, B. & Maki, W. 
(1993). Regional characteristics 
affecting business volatility in the 
United States, 1980-4. In C. 
Karlsson, B. Johannisson & D. 
Storey (Eds.), Small Business 
Dynamics: International, National 
and Regional Perspectives (pp. 78-
116). New York, NY: Routledge. 
Reynolds P., Storey D. & Westhead P. 
(1994). Cross-national comparisons 
of the variation in new firm 
 45 
 
Ajibola Akinyemi, et al                                                                                        CJoE Special Edition (2018) 1(1) 30-46 
                  
formation rates. Regional Studie,s 
28(4): 443- 456. 
Schmitz, J. (1989). Imitation, 
entrepreneurship and long-run 
growth. Journal of Political 
Economy, 97(3): 721–739. 
Sun C., Kow, L. & Chen, C. (2004). A 
taxonomy of operations strategies of 
high performing small and medium 
enterprises in Singapore. 
International Journal of Operations 
and Production Management, 24(3) 
Sutton, J. (1997). Gibrat’s legacy. 
Journal of Economic Literature 35: 
40-59. 
Tijani-Alawiye, B. (2004). 
Entrepreneurship processes and 
small business management, Ilaro, 
Nigeria. 
Thurik, R. & Wennekers S. (2001). A 
note on entrepreneurship, small 
business and economic growth. 
Rotterdam: Erasmus Research 
Institute of Management Report 
Series. 
 
 
46 
 
